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Moss Adams is committed to conserving natural resources and uses recycled and recyclable paper
materials for our client financial statements, stationery, and other business papers. The paper used to print
this document is made from 100% postconsumer recycled fiber. It is manufactured using 100% renewable
green energy and has both Green Seal and Forest Stewardship Council certification. And while it costs us a
bit more than conventional paper, we feel strongly about sustainability and take pride in our efforts to help
preserve our environment.
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM’'S REPORT

To the Member
E. K. Riley Investments, LLC

Report on Financial Statement

We have audited the accompanying statement of financial condition of E. K. Riley Investments, LLC as of
December 31, 2012, and the related notes to the financial statement.

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of a financial statement that is free from material misstatement, whether due to fraud
Or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statement is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statement. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statement, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statement in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statement.

We believe that the audit.evidence obtained is sufficient and appropriate to provide a basis for our

audit opinion.

1 Praxity.:
MEMBER »

GLOBAL ALLIANGCE OF
INDEPENDENT FIRMS



Opinion
In our opinion, the financial statement referred to above presents fairly, in all material respects, the

financial position of E. K. Riley Investments, LLC as of December 31, 2012, in accordance with
accounting principles generally accepted in the United States of America.

INosws AAnmes L1V

Seattle, Washington
February 27,2013



E. K. RILEY INVESTMENTS, LLC
(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31,2012
ASSETS
Cash $ 65,671
Receivable from clearing organization , 3,035,481
Notes receivable 129,958
Other receivables 9,207
Securities owned, at fair value 17,582,010
Prepaid expenses 154,250
Deposits with clearing organization and others 109,365
Property and equipment, net 915,250
$ 22,001,192
LIABILITIES AND MEMBER’S EQUITY
LIABILITIES

Payable to clearing organization $ 11,787,711
Securities sold, not yet purchased, at fair value 5,748,575
Accounts payable and accrued liabilities 1,849,495
19,385,781

COMMITMENTS (Note 5)
MEMBER’S EQUITY 2,615,411
$ 22,001,192

See accompanying notes. 3




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2012

Note 1 - Organization and Summary of Significant Accounting Policies

Nature of Business - E. K. Riley Investments, LLC (the Company), a wholly owned subsidiary of E. K.
Riley & Company, Inc. (the Parent), is a Washington company and a registered broker-dealer in
securities under the Securities and Exchange Act of 1934, as amended, and is a member of the Financial
Industry Regulatory Authority (FINRA). The Company is a full service brokerage firm with offices in
Washington, Oregon, Idaho, Montana, and California; however, its customers are throughout the United
States. It is exempt from the reserve requirements under Rule 15¢3-3(k)(2)(ii) of the Securities and
Exchange Commission (SEC), clearing all transactions with or for customers on a fully disclosed basis
with a clearing broker or dealer.

Accounts Receivable - Accounts receivable, including amounts due from the clearing organization and
the Company’s employees and customers, are stated at the amount that management expects to collect.
No allowance is recorded as no material losses are expected.

Notes Receivable - Notes receivable consist of unsecured loans to Company employees. These notes
earn interest at rates consistent with market rates at the time of issuance and are repaid over a term of
three to six years. Repayment is made with the employees’ bonus compensation.

Property and Equipment - Property and equipment are carried at cost. Expenditures for maintenance
and repairs are expensed as incurred. Depreciation is computed on a straight-line basis using estimated
useful lives of three to five years, and leasehold improvements are amortized over the shorter of the
useful life of the asset or the life of the lease. Upon disposal of property and equipment, the accounts are
relieved of related costs and accumulated depreciation and any gain or loss is reflected in operations.

Valuation of Securities Owned and Securities Sold, Not Yet Purchased - In the normal course of
business, the Company has sold securities that it does not currently own and will, therefore, be
obligated to purchase such securities at a future date. The Company has recorded this obligation in the
financial statements at the December 31, 2012 market value of the related securities and will incur a
trading loss on the securities if the market price increases and a trading gain if the market price
decreases subsequent to December 31, 2012.

The Company records securities owned and securities sold, not yet purchased in accordance with the
Fair Value Measurements topic of the Financial Accounting Standards Board (FASB) Accounting
Standards Codification (ASC). Fair value is defined as the price that would be received to sell an asset or
paid to transfer a liability (i.e., the “exit price”) in an orderly transaction between market participants at
the measurement date.




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2012

Note 1 - Organization and Summary of Significant Accounting Policies (Continued)

In determining fair value, the Company uses various valuation approaches. Generally accepted
accounting principles (GAAP) establishes a fair value hierarchy for inputs used in measuring fair value
that maximizes the use of observable inputs and minimizes the use of unobservable inputs by requiring
that the most observable inputs be used when available. Observable inputs are those that market
participants would use in pricing the asset or liability based on market data obtained from sources
independent of the Company. Unobservable inputs reflect the Company’s assumption about the inputs
market participants would use in pricing the asset or liability developed based on the best information
available in the circumstances.

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 Valuations consist of unadjusted quoted prices for identical assets or liabilities in active
markets that the Company has the ability to access. Valuation adjustments and blockage
discounts are not applied to Level 1 securities. Since valuations are based on quoted
prices that are readily and regularly available in an active market, valuation of these
securities does not entail a significant degree of judgment.

Level 2 Valuations are based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly.

Level 3 Valuations are based on inputs that are unobservable and significant to the overall fair
’ value measurement.

The fair value of government bonds and municipal bonds are generally based on quoted prices in active
markets. When quoted prices are not available, fair value is determined based on a valuation model that
uses inputs that include observable inputs such as benchmark curves and trade reports. These
securities are generally categorized in Level 2 of the fair value hierarchy.

The fair value of corporate bonds and residential mortgage backed securities is estimated using recently
executed transactions, market price quotations (where observable), bond spreads or credit default
swap spreads. The spread data used are for the same maturity as the bond. If the spread data does not
reference the issuer, then data that references a comparable issuer is used. When observable price
quotations are not available, fair value is determined based on cash flow models with yield curves,
bond, or single-name credit default swap spreads and recovery rates based on collateral values as key
inputs. Corporate bonds and residential mortgage backed securities are generally categorized in Level 2
of the fair value hierarchy.




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31,2012

Note 1 - Organization and Summary of Significant Accounting Policies (Continued)

Securities Owned - The Company is subject to margin requirements with the clearing organization and
securities sold, not yet purchased, and the payable to clearing organization are offset by
securities owned.

Fair Value of Financial Instruments - The carrying amounts reflected in the financial statements for
cash, receivables, and payables approximate their respective fair values due to the short maturities of
these instruments. Changes in the fair value of these securities are reflected currently in the results of
operations for the year. '

Security Transactions and Revenue Recognition - As a securities broker-dealer, the Company is
engaged in various securities trading and brokerage activities as agent and principal. The Company
earns a commission on agency trades. Securities transactions and related revenue and receivables are
recorded on a trade date basis. Interest and dividend income are recognized during the period earned.
Changes in the value of these securities are reflected currently in the results of operations.

Income Taxes - The Company is organized as an LLC. No provision is made for federal income taxes as
the Company’s net income is reported on the tax returns of its member. The Company files its own state
and local tax returns, provisions for which are included in the financial statement.

The Company applies FASB ASC 740-10 relating to accounting for uncertain tax positions. ASC 740-10
prescribes a recognition threshold and measurement process for accounting for uncertain tax positions
and also provides guidance on various related matters such as derecognition, interest, penalties and
disclosures required. The Company does not have any uncertain tax positions. Generally, the Company
is subject to examination by U.S. federal (or state and local) income tax authorities for the years ended
December 31, 2010, 2011, and 2012.

Stock Compensation - Employees of the Company are granted options to purchase stock of the Parent
through participation in the Parent’s 2007 Combined Incentive and Nonqualified Stock Option Plan (the
Plan). Stock options are granted with an exercise price equal to the book value of the Parent’s stock on
_ the day of grant and are fully vested at the grant date.

The Parent has set up its shareholder agreement so that the transferability of shares is limited. Because
this agreement contains a repurchase feature that makes it probable the Parent would prevent the
holder of the option from bearing the risks and rewards normally associated with equity share
ownership for a reasonable period of time from the date the share is issued, stock option awards under
the Plan are classified as a liability of the Parent. The repurchase feature is not a right or a direct or
indirect obligation of the Company, and no liability is recorded by the Company in connection with
share based payments granted to employees of the Company within the scope of the Plan.




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2012

Note 1 - Organization and Summary of Significant Accounting Policies (Continued)

Subsequent Events - Subsequent events are events or transactions that occur after the statement of
financial condition date but before financial statements are issued. The Company recognizes in the
financial statements the effects of all subsequent events that provide additional evidence about
conditions that existed at the date of the statement of financial condition, including the estimates
inherent in the process of preparing the financial statements. The Company’s financial statements do
not recognize subsequent events that provide evidence about conditions that did not exist at the date of
the statement of financial condition but arose after the statement of financial condition date and before
financial statements are issued. The Company has evaluated subsequent events through February 27,
2013, which is the date the financial statements were issued.

Use of Estimates - In preparing financial statements in conformity with GAAP, management is required
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statement. Actual results could
differ from those estimates. ‘

Concentration of Credit Risk - The Company maintains its cash balance in a financial institution
located in Seattle, Washington, which at times may exceed federally insured limits. The Company has
not experienced any losses in its account and believes it is not exposed to any significant credit risk.

The Company utilizes a clearing organization in order to process all trading transactions (see Note 2)
and regularly has large balances due to or from this organization. For amounts due from the clearing
organization, the Company does not request collateral, and therefore, if the counterparty fails to pay the
Company could be adversely affected. The Company has not experienced significant losses from the
clearing organization and believes it is not exposed to a significant risk of loss.

Claims and Litigation - From time to time the Company is involved in various claims and litigation. In
the opinion of management, following consultation with legal counsel, the ultimate liability or
disposition thereof is not expected to have a material adverse effect on the financial condition, results of
operations, or liquidity of the Company.




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2012

Note 2 - Agreement with Clearing Organization

The Company introduces all customer transactions in securities traded on securities markets to First
Clearing, LLC (clearing organization) on a fully disclosed basis. The agreement between the Company
and its clearing organization provides that the Company is obligated to assume any exposure related to
nonperformance by customers or counterparties. The Company indemnifies the clearing organization
against specified losses in connection with their acting as an agent of, or providing services to, the
Company. The Company monitors clearance and settlement of all customer transactions on a daily
basis. The exposure to credit risk associated with the nonperformance of customers and counterparties
in fulfilling their contractual obligations pursuant to these securities transactions can be directly
impacted by volatile trading markets which may impair the customer’s or counterparty’s ability to
satisfy their obligations to the Company. In the event of nonperformance, the Company may be required
to purchase or sell financial instruments at unfavorable market prices resulting in a loss.

In addition to the clearing services provided, the clearing organization also lends money to the
Company to finance trading accounts. The Company also maintains a cash balance with the clearing
organization in order to maintain proper margin on its securities inventory (appropriate equity

balances on its inventory account). These balances are classified as a payable to and receivable from -

clearing organization, respectively.

Note 3 - Property and Equipment

Property and equipment consists of the following at December 31, 2012:

Computer software $ 165,789
Computers and equipment 563,554
Furniture and fixtures 211,641
Leasehold improvements 661,302
1,602,286

Less accumulated depreciation and amortization 687,036
$ 915,250




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31,2012

Note 4 - Fair Value Measurements

The Company’s assets and liabilities recorded at fair value have been categorized based upon a fair
value hierarchy. See Note 1 for a discussion of the Company’s fair value measurement accounting
policies. The following table presents information about the Company’s assets and liabilities measured
at fair value as of December 31, 2012:

Quoted Prices Significant Significant
in Active Other Other
Markets for Observable Unobservable Balance as of
Identical Assets Inputs Inputs December 31,
(Level 1) (Level 2) (Level 3) 2012
ASSETS
Debt securities issued by the U.S. Treasury and
* other U.S. government corporations and agencies $ - $ 1,580,216 $ - $ 1,580,216
Residential mortgage-backed securities ’
issued by the U.S. Treasury and agencies - 7,669,738 - 7,669,738
Corporate debt securities - 3,978,700 - 3,978,700
Debt securities issued by states of the United States
and political subdivisions of the states - 4,353,356 - 4,353,356
Securities owned $ - $ 17,582,010 $ - $ 17,582,010
LIABILITIES
Debt securities issued by the U.S. Treasury and
other U.S. government corporations and agencies $ - $ (5,523,160) $ - $ (5,523,160)
Corporate debt securities - (169,307) - (169,307)
Debt securities issued by states of the United States .
and political subdivisions of the states - {56,108) - (56,108)
Securities sold, not yet purchased $ - $ (5,748,575) $ - $ (5,748,575)

Note 5 - Commitments

Operating Leases - The Company leases office space for its corporate headquarters in Seattle under the
terms of a non-cancelable operating lease agreement that expires in 2021 and for a sales office in
Olympia under the terms of a non-cancelable operating lease agreement that expires in 2015. Future
minimum payments under these agreements are as follows:

Fiscal Year Ending Payments

2013 $ 741,572

2014 808,764

2015 792,628

2016 763,740

2017 763,740
Thereafter 2,673,091

$ 6,543,535




E. K. RILEY INVESTMENTS, LLC

(A wholly owned subsidiary of E. K. Riley & Company, Inc.)
NOTES TO FINANCIAL STATEMENT

DECEMBER 31, 2012

Note 5 - Commitments (Continued)

Brokerage Fees - In accordance with the Clearing Agreement (the Agreement) the Company entered
into with First Clearing, LLC, the Company pays brokerage fees based upon the number of trade tickets
generated and the type of customer. The Company is required to pay a minimum of $10,000 per month
for brokerage fees. Either party may terminate the Agreement upon 30 days’ written notice.

Note 6 - Employee Benefit Plan

Effective January 1, 2003, the Company has a 401(k) Profit Sharing and Trust Plan. Under the plan,
employees may elect to defer up to 75% of their salary, subject to limitations under the Internal
Revenue Code. The Company may make a 100% vested matching contribution equal to 3% of each
eligible employee’s gross compensation.

Note 7 - Net Capital Requirement

The Company is subject to the net capital rule (Rule 15c3-1) of the Securities and Exchange Commission
(SEC). This rule prohibits the Company from engaging in any securities transaction at a time when its
“aggregate indebtedness” exceeds 15 times its “net capital” as those terms are defined by the rule. The

Company’s required minimum dollar net capital was $250,000 for the year ended December 31, 2012.

The following are the net capital results for the year ended December 31, 2012:

Net capital $ 799,552
Excess net capital $ 549,552
Ratio of aggregate indebtedness to net capital 232%
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